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In mid-February, Chile reached a number of key compromises with the four members of the
Southern Cone Common Market (MERCOSUR), which could pave the way for a new economic
relationship between Chile and its MERCOSUR neighbors. Speaking to reporters in Buenos Aires,
Chilean Foreign Minister Jose Miguel Insulza and chief trade negotiator Carlos Mladinic said an
agreement for Chile to form an association with MERCOSUR could be completed by the end of
March. In fact, according to Insulza, negotiators hope to have the agreement ready in time for the
heads of state of the five countries to sign during Chilean President Eduardo Frei's scheduled visit to
Buenos Aires at the end of April.
According to trade specialists, the fact that Chile is only seeking an association with MERCOSUR
and not full membership at least not in the near future has provided a measure of flexibility in the
negotiations. Chilean officials say the decision to seek an association rather than full membership
is based on concerns that the two sides would not be able to reach agreement on an integration of
Chile's tariff structure into the trade bloc. Chile's tariff is currently a uniform 11%, which is lower
than the prevailing tariffs in the MERCOSUR countries.
A Chilean trade delegation is scheduled to travel to Buenos Aires in early March to meet with
counterparts from Brazil, Argentina, Uruguay, and Paraguay for technical discussions to hammer
out the final resolution on eleven points of disagreement between Chile and the MERCOSUR
countries.
In particular, negotiators hope to iron out remaining differences over tariff exceptions and other
issues. "None of the outstanding problems are insurmountable and all can be resolved with good
will and a spirit of compromise," Insulza told reporters at a press conference in Buenos Aires, which
was the last stop on his three-day visit to the four MERCOSUR capitals in mid-February. During
the trip, Insulza met with the presidents of the four MERCOSUR countries and other key officials to
emphasize Chile's willingness to reach a compromise on differences over tariffs and other matters.
Chilean officials have reportedly agreed to adopt a more flexible stance on two separate issues
related to tariff protection. In the first issue, Chile has agreed to accept a longer time frame for
MERCOSUR to remove tariff protections for certain products, including wine. These protections
have been in place since the MERCOSUR accord was completed in 1993 (see NotiSur, 01/14/93).
During negotiations, Chile proposed an immediate reduction in the number of products that enjoy
tariff protections under MERCOSUR. The phaseout period for the items remaining on the list
would be subject to negotiation. In contrast, MERCOSUR has proposed that the tariff protections
be eliminated totally for all products over a 15-year period. In an interview with Santiago's Radio
Cooperativa, Mladinic said the timetable for tariff removals will remain a key issue during the
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upcoming talks. "We are seeking to define the time frame in which products that Chile exports
to MERCOSUR, and those that MERCOSUR exports to Chile, will reach a zero-level customs
duty," he said. Ironically, the second tariff issue deals with Chile's insistence on protecting Chilean
agriculture. Under pressure from agricultural producers, Chile has pushed for some limits on
the import of wheat, beef, soybeans, vegetable oil, and rice. According to news reports, Chile
and MERCOSUR countries are discussing several mechanisms that would allow an increase of
agricultural imports from MERCOSUR, while at the same time providing the measure of protection
demanded by Chilean agricultural producers. The measure to offer flexibility on imports is
especially directed at Uruguay and Paraguay. Unofficial statistics show that more than 50% of
Paraguay's exports to Chile last year involved soybeans, soy products, and beef.
Similarly, one-third of Uruguay's exports to Chile involved agricultural products, namely beef
and rice. Meantime, Chile has also reportedly agreed to make concessions to MERCOSUR on
such matters as cross-border transportation and a reduction of tariffs on imports of crude oil
and petroleum derivatives. This last measure would especially benefit Argentina, which has
supplied roughly 50% of all Chile's oil imports since 1994. "The reduction in tariffs on petroleum
will accomplish two major objectives," said an editorial in the Santiago daily business newspaper
Estrategia. "First, this will reduce energy prices for Chile's productive sector, and secondly, this will
go a long way to demonstrate Chile's seriousness about reaching an agreement with MERCOSUR."
According to Mladinic, the individual consultations with each of the MERCOSUR countries
during Insulza's three- day trip in February helped clarify the positions of all sides. In fact, he
went out of his way to deny news reports in Santiago that claimed that Uruguay in particular had
erected the most obstacles against Chile's entrance into MERCOSUR. "Chile has achieved major
advances in negotiations with MERCOSUR, yet the trade bloc's rotating presidency is now held by
Uruguay," he said. Paraguay's ambassador to Santiago, Bernardino Saguier, said his country views
Chile's association with MERCOSUR as a positive factor for the economy of Paraguay and other
MERCOSUR countries.
"Not only do we want to increase trade, we are also looking for Chile to increase investments in
our region," said Saguier. Chilean companies have aggressively sought to invest in MERCOSUR
countries. According to Fundacion Invertir Argentina, Chile is the second-largest source of direct
foreign investment in Argentina, surpassed only by the US. In 1994 and 1995, Chilean companies
invested a total of US$1.3 billion in 26 separate projects in Argentina.
Chile's association with MERCOSUR would be the latest step in the expansion of the trade bloc.
In late 1995, MERCOSUR announced a preliminary agreement with Bolivia on a timetable for
reduction of tariffs and other market-opening measures. Negotiations on these matters were
scheduled to continue through the first half of this year, culminating in a final accord sometime in
June 1996 (see NotiSur, 12/14/95). Nevertheless, a key issue that must be resolved between Chile
and MERCOSUR over the next several weeks is a demand by members of the trade bloc that Chile
offer them the same tariff preferences as "third countries." According to MERCOSUR negotiators,
this demand attempts to ensure that Chile offer Brazil, Argentina, Paraguay, and Uruguay the same
tariff protections and privileges to be negotiated in other regional trade accords, especially the
North American Free Trade Agreement (NAFTA). For now, Chile's membership in NAFTA has been
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delayed by political considerations in the US, namely the refusal of the US Congress to give US
President Bill Clinton fast-track authority to negotiate trade agreements (see NotiSur, 02/09/95). The
authority allows the US president to negotiate all issues contained in the treaty with the assurance
that Congress will not alter the contents of the accord.
Chilean officials have refused to negotiate a NAFTA agreement unless the US president receives
fast-track authority. Since this is an election year in the US, prospects are dim that the US Congress
will change its stance on approving fast-track authority, which must be renewed annually.
Still, despite the delays, Chilean officials continue to insist that the ultimate goal of the Frei
administration is to become a member of NAFTA. And, despite the delays in the US Congress, US
legislators and members of the Clinton administration have continued efforts to maintain a dialogue
with Chile.
During a visit to Santiago in early February, Sens. Bob Graham (D- FL), Mike DeWine (R-OH),
and Richard Bryan (D-NE) met with Chilean Foreign Minister Insulza to reassure him of their
support for Chilean membership in NAFTA. Similarly, US Secretary of State Warren Christopher
has scheduled a stop in Santiago as part of a tour of Latin American and Caribbean countries. US
Ambassador Gabriel Guerra-Mondragon told reporters Christopher will discuss key matters of
importance to US-Chilean bilateral relations. He acknowledged, however, that NAFTA would be a
difficult topic to discuss until after the US presidential elections.
Still, as part of its plan to eventually become a member of NAFTA, Chile is proceeding to negotiate
a bilateral agreement with Canada. The two countries have already successfully completed their
first round of monthly negotiations designed to produce a bilateral accord sometime this year (see
NotiSur, 02/11/96).
Despite the overall success of the talks, the negotiations hit a minor snag in late January when
Canadian Prime Minister Jean Chretien reshuffled his cabinet. The cabinet changes included
the removal of Trade Minister Roy MacLaren, who was replaced by his assistant, Art Eggleton.
Chilean officials initially expressed concern that the development might delay negotiations on the
bilateral accord with Canada. MacLaren's removal was announced during the second day of the
January consultations between Canada and Chile. Despite the concerns, however, the Chilean and
Canadian delegations announced a broad agreement on a list of possible tariff reductions. The
two sides are scheduled to meet in Ottawa at the end of February and again in Santiago in March.
[Sources: Inter Press Service, 02/06/96; Notimex (Mexico), 02/10/96; Agence France-Presse, 01/24/96,
01/29/96, 02/15/96; Reuter, 01/25/96; 02/15/96, 02/16/96, 02/19/96; COPESA (Chile), 02/07/96, 02/14/96;
Estrategia (Chile), 01/26/96, 02/14/96, 02/15/96, 02/19/96, 02/22/96]
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